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ABSTRACT
This research aims to determine the impact of sustainability reports on Earnings Quality and Earnings Response Coefficient (ERC).
The dependent variable was Earnings Quality and Earnings Response Coefficient (ERC) and the independent variable used in this
research was sustainability report. The population in this research were banking companies listed on the Indonesian Stock Exchange
dan Shanghai Stock Exchange for the period 2020. The sample of companies used in this research was 56 companies. The analysis
technique used in this research was Partial Least Square (PLS). Data were analyzed by SmartPLS program version 3. The result
showed that the sustainability report had no impact on Earnings Quality and Earnings Response Coefficient (ERC).
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RESUMEN
Esta investigación tiene como objetivo determinar el impacto de los informes de sostenibilidad en la calidad de los ingresos y
el coeficiente de respuesta de los ingresos (ERC). La variable dependiente fue la Calidad de las Ganancias y el Coeficiente de
Respuesta de las Ganancias (ERC) y la variable independiente utilizada en esta investigación fue el informe de sustentabilidad. La
población de esta investigación fueron empresas bancarias que cotizan en la Bolsa de Valores de Indonesia y la Bolsa de Valores de
Shanghái para el perı́odo 2020. La muestra de empresas utilizadas en esta investigación fue de 56 empresas. La técnica de análisis
utilizada en esta investigación fue Partial Least Square (PLS). Los datos fueron analizados por el programa SmartPLS versión 3. El
resultado mostró que el informe de sustentabilidad no tuvo impacto en la calidad de las ganancias y el coeficiente de respuesta de
las ganancias (ERC).
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Introduction
The company must get legitimacy from stakeholders, and
potential investors that the business activities carried out by
the company are running well not only to increase profits
but also to care about the community and the surrounding
environment. One way is by issuing a Sustainability Report
(SR) by the company. The issuance of this report in various
countries is mandatory and Indonesia itself has been issued
Financial Services Authority Regulation No. 51 / POJK.
03/2017 (POJK 51) which contains the obligation to issue
a Sustainability Report (SR) for companies engaged in the
financial services sector.

Another thing that supports the issuance of a Sustainability
Report (SR) to banking sector companies is that companies
engaged in the banking sector will get deposits and
provide loans to individuals and companies. With this role,
companies engaged in the banking sector have an important
role in the global economy and also provide a source
of funds to those in need. Therefore, it is required that
there are regulations and standards governing companies
engaged in the banking sector after seeing a significant

transformation after the economic crisis in 2008 and still
developing at this time. The issuance of standards and
regulations on the issuance of a Sustainability Report (SR)
will have the power to influence the value of stakeholders
and company performance.

According to Surifah (2010), The benchmark of the
quality of financial information is the quality of profit. The
high quality of profit can describe the character of financial
information. Many companies do profit management to
manipulate their financial statements so that they look
good to stakeholders, as well as potential investors.
This can be detrimental to potential investors. A study
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conducted by Fauziah & Marissan (2014), said the quality
of profit has a significant positive impact on the quality of
profit. This is in line with research conducted by Isyanto
& Ratnaningsih (2014), which said that companies that
publish a Sustainability Report (SR) will realize good profit
quality.

A company that discloses information about its company
will quickly affect the market and impact its stock price
(Gumanti & Utami, 2002). The company discloses
information about social responsibility and good corporate
governance will tend to get more attention from potential
investors so that potential investors are interested in
investing in the company. This is an example of the
Theory of Efficient Market Hypothesis (EMH). To see the
relationship between the information presented by the
company and the share price of the company, the author
will use the value of the Earnings Response Coefficient
(ERC). The ERC is used to assess the abnormal rate of return
of stock on the market’s reaction to the disclosure of profits
published by the company. Research conducted by Dazia
et al., (2017) revealed the influence of SR related to ERC.
But this research is contrary to Harmanta & Yadnyana’s
(2016) research which revealed SR did not affect ERC.

Literature Review and Hypothesis
Legitimacy Theory
The theory of legitimacy also reveals that the company must
convince stakeholders, as well as potential investors that the
company’s business activities and performance can be well
received. One way for companies to convince stakeholders
and potential investors is to issue a Sustainability Report (SR)
(Tarigan & Semuel, 2014). Company management must
respond quickly to the shift in the environment between
stakeholders from both external and internal parties. Right
now, the issues that are on the rise are issues about
sustainability. In addition to the need for standard financial
reports, companies also need a Sustainability Report (SR)
which includes a lot of good information for the wider
community, so that it can respond to the community’s need
for information about how the company answers the call to
carry out sustainable development (Hahn & Kuhnen, 2013).

Institutional Theory
The issuance of sustainability reports has been required
in various countries for banking sector companies, and
Indonesia itself has issued regulations on this matter, which
are stated in the Financial Services Authority Regulation No.
51 /POJK. 03/2017. This relates also to an institutional theory
which is defined as a process that forces the leveling of units
in a population to compensate for other units facing the
same environmental situation (Putra Umar Sakka, 2020).
According to DiMaggio & Powell (1983), an institutional
theory is divided into three points of view, namely coercive
isomorphism derived from political impact and legitimacy
problems, mimetic isomorphism derived from a standard
response to uncertainty, as well as the last normative
isomorphism concerned with professionalism.

Efficient Market Hypothesis
In this theory argues that a good market is one whose
investors have extensive and intelligent knowledge, so the
stock will get an accurate price and will reflect all available
information. Any existing information can be used to predict
the performance of the stock already reflected in the stock
price at that time (Nwaolisa & Kasie, 2012). In this theory,
it is also argued that the company’s stock price in the
current market already reflects the value of the company
after taking into account existing information about the
company’s profit, the company business prospects, as well
as other information relevant to the company. The EMH
said that investors cannot make profits that are worth more
than the expected value for a particular stock under market
conditions and the risks associated with that stock if the
investor is only aware of the knowledge of certain pieces of
information. This theory is divided into three forms, namely:
weak form, semi-strong form, and strong form.

Earnings Quality
According to Bellovary et al (2005), the quality of profit is
an important perspective for assessing the financial health
of the company. Earnings quality refers to the ability of
the reported profit to show the company’s actual profit,
and can be used to predict future profits. Earnings quality
will be better if the profit obtained equals or exceeds
the targeted, and vice versa the quality of profit will be
worse if the disclosure of the profit obtained does not
match the actual profit, so that anomalies can occur and
have an effect on the wrong decision taking by investors
(Kepramareni et al., 2021). Based on research conducted
by Fauziah & Marissan (2014), said Sustainability Report
(SR) has a significant positive impact on Earnings Quality.
The more disclosures in the SR, the higher the quality of
profit generated by the company. Similar to the research
conducted by Hong & Andersen (2011), the results of the
study stated that the more disclosures in the SR, the higher
the quality of accrued profit, to degrade the company’s
profit management activities. According to Garcı́a-Sánchez
& Garcı́a-Meca (2017), in their research outlined SR has
a positive impact on Earnings Quality in banks. Banks
that disclose SR well can attract more creditors who are
creditworthy so that banks can improve the quality of the
bank’s profits and assets.

H1: Sustainability Report (SR) has a positive effect on
Earnings Quality.

Earnings Response Coefficient (ERC)
ERC is a coefficient used to calculate the abnormal rate
of return of a stock in response to unexpected earnings
(EU) announced by the company issuing the shares. The
emergence of the EU resulted in the market becoming
efficient, as well as the presence of abnormal returns
obtained from stocks means that the code that investors
respond to the presence of the EU is good information
for investors (Scott, 2015). The value on the ERC reflects
the market’s response to the company’s published earnings
information seen from fluctuations in stock prices on days
approaching the issuance of financial statements. If the
estimated ERC value is higher than the company’s profit will
be constant and the quality of the company’s profit tends
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to be good. Based on research conducted by Dazia et al.
(2017), which revealed that SR has an impact on ERC. In this
study, it was also suggested that companies start issuing SR.
So that it can drive up profits in the future. The research
conducted by Sideri (2021), revealed that SR has an impact
on financial performance and also ERC of banking sector
companies. While other factors support it, the banks that
disclose their SR get the benefits. The higher the ERC of
the company, the more useful the disclosure in the financial
statements or SR will be (Dewi, 2015).

H2: Sustainability Report (SR) has a positive effect on the
Earnings Response Coefficient (ERC).

Research Method
The type used in this study is explanatory research. To
determine the effect of the Sustainability Report (SR) on
Earnings Quality and Earnings Responses Coefficient (ERC).
The population used in this study were banking companies
listed on the Indonesia Stock Exchange and the Shanghai
Stock Exchange. The necessary data is contained in the
company’s financial statements, as well as the company’s
Sustainability Report (SR). The population in this study
was 61 companies. sample selection using purposive
sampling technique, so that the selected samples in this
study were 56 companies. the method used in this study
was Partial Least Square (PLS), which is Structural Equation
Modeling (SEM) Analysis that can simultaneously test
measurement models (test validity and reliability) as well as
structural testing for causality tests (hypothesis testing with
model’s predictions). The study has independent variables,
namely the Sustainability Report (SR), and the dependent
variables, namely profit quality, and Earnings Responses
Coefficient (ERC). An independent variable in this study is
the Sustainability Report (SR). The SR measurement research
uses indicators and calculations of SR values from previous
research conducted by Teresia Angelia Kusumahadi, Adji
Pratikto, and Angsgarius Davin in their research entitled
Determination of Sustainable Financial Index: Book 4 Period
2016-2019. Meanwhile, the measurement of Earnings
Quality uses the calculation of earnings quality ratio,
and ERC measurements using calculations from previous
research by Dewi in her research entitled The Role of
CSRD on Company’s Financial Performance and Earnings
Response Coefficient (ERC).

Result and Discussion
Through the results obtained in the bootstrapping and
path coefficient tests, it can be seen that the effect of the
Sustainability Report on the Earnings Quality in Indonesia
is 0.874 (path coefficient / T-statistic) and the P-value of
0.191 both values are greater than the significance value
set at 0.10 or 10% then H1 rejected. As for the effect
of the Sustainability Report on the Earnings Response
Coefficient (ERC) in Indonesia, it has a path coefficient
value or T-statistical value of 0.213 and a P-value of 0.416
because both values are more than 0.10 or 10%, then H2 is
rejected.

For China, the effect of the Sustainability Report on
Earnings Quality, the path coefficient value or T-statistical
value is 0.423 and the P-value is 0.336. If this figure is

greater than the predetermined significance value of 0.10 or
10% then H1 is rejected. For the effect of the Sustainability
Report on the Earnings Response Coefficient (ERC) in China,
the T-statistical results or path coefficient value of 1,004
and the P-value of 0.158 were obtained. Both values do not
meet the criteria for H2 to be accepted because both values
are more than 0.10 or 10% so H2 is rejected.

Table 1

Figure 1

Figure 2

The effect of Sustainability Report on Earnings
Quality
Based on the test results conducted in table 1, illustrates
the significance value obtained for the Sustainability Report
variable in Indonesia of 0.191 and China of 0.336. This
shows that the significant value that has been determined
is smaller than the significance value calculated so that H1
is rejected, and it can be concluded that the Sustainability
Report does not influence the quality of profits in the two
countries in this study, namely Indonesia and China.

The results of this test are in line with the research
conducted by Lestari & Feliana (2021) and Choi et al.
(2013) which shows the Sustainability Report does not
influence the Earnings Quality. This illustrates that the
presence or absence of a Sustainability Report published
by the company does not have an impact on the quality of
profits, therefore this shows that the Sustainability Report
published by the company does not provide guarantees
for the good or bad quality of profits. In addition, the
disclosure of the value of the Sustainability Report using the
indicators in this study has not been used because it is still
new so it cannot be used as material to predict the quality of
company profits for the internal interests of the company.

The effect of Sustainability Report on Earnings
Response Coefficient (ERC)
Based on the test results in table 1, proves that the
significance value obtained for the Sustainability Report
variable is 0.416 for Indonesia and 0.158 for China, both
values are greater than 0.10 or 10% so that H2 is rejected.
Therefore, it can be concluded that the Sustainability Report
variable does not affect the Earnings Response Coefficient
(ERC).

The test results are in line with the research Hardiana
(2021) and Dewi (2015) argue that the Sustainability Report
does not influence the Earnings Response Coefficient (ERC).
This reveals that the Sustainability Report does not affect
the abnormal return on the unexpected earnings of the
company reported when issuing shares.

The absence of the Sustainability Report on the Earnings
Response Coefficient (ERC) also shows that decision-making
by investors refers to the amount of profit that will be
obtained by investors in the future. So that investors do
not pay much attention to the company’s Sustainability
Report. In addition to this, with the issuance of the Financial
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Services Authority Regulation No. 51 / POJK. 03/2017 (POJK
51) which contains the obligation to issue a Sustainability
Report (SR) for companies engaged in the financial services
sector, can cause no effect of the Sustainability Report on
the ERC because investors do not see the added value of the
company by issuing a Sustainability Report because in 2020
the Sustainability Report for banking companies is already
mandatory. Another thing that can cause the sustainability
report to not affect the ERC is that the indicators in the
calculation of the Sustainability Report are still very new
so the impact cannot be predicted for stakeholders, in this
case, the stakeholders are external parties.

Conclusion
Based on the research carried out, it can be concluded that
the Sustainability Report does not affect earnings. This
shows that in the presence or absence of a Sustainability
Report the company does not provide guarantees for good
or bad Earnings Quality. And another thing that can be the
cause of the disclosure of the value of the Sustainability
Report does not affect the Earnings Quality is that the
indicators used in this study have not been used because
they are still new so they cannot be used as material to
predict the quality of company profits for the internal
interests of the company.

The Sustainability Report does not affect the Earnings
Response Coefficient (ERC). This concludes that with
the presence or absence of the Sustainability Report the
company does not change the abnormal return on the
unexpected earnings of the company reported when issuing
shares. Thus, decision-making by investors refers to
the amount of profit that will be obtained by investors.
Because of this, investors do not pay much attention
to the company’s Sustainability Report. In addition to
this, with the issuance of the Financial Services Authority
Regulation No. 51 / POJK. 03/2017 (POJK 51) which
contains the obligation to issue a Sustainability Report (SR)
for companies engaged in the financial services sector,
it can cause no effect of the Sustainability Report on the
ERC because investors do not see the added value of the
company by issuing a Sustainability Report because in 2020
Sustainability Reports for banking companies are already
mandatory. Another thing that can cause the sustainability
report to the ERC is not to have an effect because the
indicators in calculating the Sustainability Report using this
indicator are still relatively new so the impact cannot be
predicted for stakeholders, in this case, the stakeholders
are external parties.

Suggestions
With the results of the research that has been carried out,
some suggestions can be given as follows.

1. For further research, researchers are advised to
use other indicators for measuring Sustainability
Reporting such as GRI and SASB, because in this
research the indicators used in measuring the value
of Sustainability Reporting are still relatively new so
many companies do not have data related to the
indicators set.

2. For further research, the researchers aligned the
selection of other measurement ratios if they want
to carry out research in the banking sector such
as leverage, good corporate governance, bank size,
profitability, CAMEL, NPL, CAR, and BOPO.

3. For further research, the researcher suggested adding
a period of research data, because this study only used
data for one year.
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